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Step 2 - Supplementation.

Operating cost for each hospital was inflated from the midpoint of the base year to the midpoint
of the implementation year (December 31, 1994), then arrayed by peer group from high to low to
determine the weighted median cost for the peer group. In peer groupings with Tess than three
facilities, the median is used. Inthe case of a group with only one facility, the facility-specific cost
is used. For those hospitals below the weighted median, the operating cost was supplemented by
25% of the difference between the hospital-specific cost per day and the median cost per day for
the peer group.

Step 3 - Cap calculation.

Operating cost for each hospital as determined in Step 2 was arrayed by peer group from high to
low to determine the weighted median cost for the peer group. Operating cost for each
hospital/unit above the weighted median was capped at the weighted median. Exception: Long
term hospitals are capped at the 30" percentile facility as reported on the as-filed cost report for

_ the hospital cost report year ending between July 1, 1995 through June 30, 1996.

Step 4 - Calculation of blended component.

A blended component for each hospital was calculated comprised of 70% of the peer group
weighted median and 30% of the hospital-specific component (as supplemented in Step 2 and
capped in Step 3).

Step 5 - Calculation of capped weighted average.

A capped weighted average for each peer group was calculated by multiplying the per diem cost
for each hospital (as supplemented in Step 2 and capped in Step 3) by the number of Medicaid
days provided by the hospital in 1991, adding the products, then dividing the resulting sum by the
total number of Medicaid days in 1991 for all hospitals/units in the group.

Step 6 - Determination of hospital-specific component.
Each hospital’s operating cost component was set at the lower of the hospital’s blended rate or the
capped weighted average for the peer group.

Costs are inflated for each subsequent non-rebasing year when the state legislature allocates funds
for this purpose

6. Calculation of Payment Rates

Individual facility rates are calculated annually by adding together the four components listed above for

each facility.
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